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Motivation

* Technological Developments in the US 1n 1980s — mainly fime saving
Example: Kitchen appliances
 Since 2000? — 1n electronics — convergence — time saving

* Crash of 2008 — see Paul Zuckerman, Penguin, 2009. How Paulson bet against
wall street!

* Demographics — linked to Economic Growth? How?



What’s the issue? (ref; Paulson’s trade)

* Keynesian Economics — Consumption ltd. by Income; however now

___________________________________________________________________

* K substitutes L in production [Y = f (K, L)]; not in consumption , &
* Technology expands prodn, but |es consumption

- Asymmetry, no soln in theory



From Growth Models..

 Harrod-Domar (1949)
g = { (savings, K prody) ~ dynamic version of Keynes

* Juwr9n & g, — 3 concepts
* Knife-edge? g,, = s’k = g, = gn; where k = K/Y.
But,
* Cannot ensure g,, = g4 ---> SS Side Model!
* Key Assumption?
W and K/L are fixed; no role for prody. o
Otherwise why 1s g,, fixed?



.Cont’d

e Solow-Swan (1956-57) — Al’ly diﬁ‘erence? [Ramsay-CaSS-K only a dynamic
extension- another knife edge involving K/L and C/Y)]

- argued for tech. change — why should k be fixed?
-link— g, 1 ---» Again SS side!
- But, also argued that k could change to make
s’k =n
|

So n remains the upper bound — Why? N 1s exogenous.



Back to TRADE

* Classical or Neo-Classical — A/l SS side models
* Role of Demand — only after Krugman (New Trade Theory - 1979)

* Post 2000 (Melitz, Antras-Helpman); "heterogenous” firms — still SS side!

* Any Role of time?
- Does not exist in Keynes — only Y.
- Marjit & others: time diff explains outsourcing (SS side | N-S Model)

~

~ . .
~a increases prody. of time, not L




Ques?

How to explain current stagnation in world DD?

need ‘T on the DD side (1td. attemiot — Marjit, Pant & Huria, RIE 2020)

- Back to gnw

Why emerging countries matter!



A Simple Analytical Setup

* Consider Dixit and Stiglitz (1977) / Krugman (1980) ---» Add the role of “TIME”

Assumptions
- 1 FOP (Labour), producing i € [1,n] goods; A Closed Economy framework

- Utility Fn of a representative individual/laborer

U=y",cf s.t. 0<6<1
- Two constraints
1. Income W < Yis1pic
2Tme  T=Eihta

time required to consume a variety



...Cont’d

“Demographics matter”

G T e e e e

(L: Total Labour Force)
- Production Fn
li = a+ fx; (a,p > 0)
~ x; (scale of prodn) = total consumption
x; = Lc;

- Full Employment holds

For detailed working, see IIFT Working Paper No. EC-22-59



http://cc.iift.ac.in/research/Docs/WP/EC-22-59.pdf

Is the model internally consistent?

# 3 Reduced form equations & 3 unknowns v,

1
1-1/¢g;(t)
(g;: elasticity; PP Curve)

I. Profit-maximizing behavior of firms: p;/w =

p

IL. Zero-Profit Condition: (p;/w)(x;/a) =1 P
(ZZ Curve) ;

(’l:/ nt)

III. Full Employment of Labour & Time: n = = —“' ~~~~~~~~~~

’

Whats the issue?

~
______



Cost Saving V/s Time Saving TP

* | in MC of prodn — higher prodn + tendency for cons to 1

P, But, cons requires time, not just Y
- P : : .
7 2 o (Vertical line doesn’t shift)
N Prodn-Cons disequilibrium
7RO Q. Can Time-Saving TP help?

Ny tles, & .-, cons also Tes along with
=z Prodn

: {

(T lnt!] . .
New equilibrium



Role of Demographics

* Time Saving TP — higher cons, real income, lower prices, but ‘n’ falls (variety effect
1s (-)ve) — (Ambiguous) Welfare effect

+
e Can’t 1 total available time (T, or T)

(p/w)

Any alternative?

* 7 1n L (via immigration)

{

 Effects? Lower prices, higher scale of prodn,
higher n, higher real Y

“Consumer welfare 1es unambiguously”

“(T/nt)



Some (Un)answered questions

: 2 - -
Why EMES matter?  Demographic constraints on Cons, or

Population (15-49), % Problem of Over Production?
60
e e * ‘t’ on Prodn side well-recognized now
But, On Demand Side"?
50
Q - (partial eqm 1n micro)
45
Canada eeeee China . . . .
40 France Germany * Purchasing cohorts |ing in Dvd Ctries

= a= o]ndia Japan
United States

35 India matters in global macroeco

(Ruchir Sharma)
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Thank you!

For any discussions, please write to us
<mpantl01@gmail.com>,
<sugandhahuria@hotmail.com>
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